I. BEYELER IN TODAY'S MUSEUM WORLD
Art museums have experienced dramatic changes over the last few decades. New museums have sprung up at an increasingly rapid rate. Whereas European museums were always institutions established by the state and were a part of the public sector, the situation has changed considerably. Now private museums increasingly set the tone, and the public museums have a hard time keeping up.
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The newly founded art museums have become part of a major leisure activity and nowadays compete with even the most popular sport events. Blockbuster exhibitions attract huge crowds and have become a major tourist attraction.
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The Beyeler Museum located in Riehen, canton Basle, is a new entrant into this field of activity.
Founded by the successful art dealer, Ernst Beyeler, in 1997, the museum built by Renzo Piano hosts Beyeler's collection of 170 high quality works of Classical Modern art. Though less than five years old, it is generally acknowledged to be the most successful museum in Switzerland.
In terms of attendances it outnumbers all the other Swiss museums including the big public organizations. Its curators boast that it belongs to the "first league" of art museums in the world.
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What general insights about art museums can be obtained from this successful private foundation? This paper focuses on three aspects: the relationship of the collection to special exhibitions and the role architecture plays; how much the museum relies on the market to deal with the collection; and the amenities for visitors. The topic is approached from the point of 1 Public museums not only face stiff competition for visitors from the newly founded museums. Large and important private collections, which in former times would have been donated to the public organizations, now form part of newly founded private museums, in Switzerland e.g. the Rosengart collection in Lucerne, the Daros collection and the Flick collection in Zurich. . This is not accidental, but corresponds to the interests of the persons involved. Thus, the extent of information available reflects the institutional conditions. Even more fundamental are the problems connected with constructing counterfactuals, in particular how the museum would have evolved had the public influence been stronger. In order to be able to make certain comparisons and to approach our hypothesis empirically, we use the two recent survey data sets about Swiss museums compiled by Eugster (2000) and by the Kunstverein (1999) .
The next section gives a short introduction on the economics of museums. From theory, we derive a certain hypothesis about the behavior of museums and, in particular, the museum's directorate. These hypotheses can be tested in the case of the Beyeler museum. Section III analyzes why this private museum is so closely linked up with the state. Section IV deals with three particularly striking and unexpected aspects. We look at collection policy and ask why it 4 We take it as a matter of course that various points of view are not only possible but also desirable, and that the respective studies might lead to quite different evaluations.
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is isolated from the market: the body of the collection can under no circumstances be sold, the holdings are not valued in monetary terms, and lending out is not done for monetary compensation. Section V looks into the question of why a museum possessing such a high quality collection nevertheless embarks on organizing so many special exhibitions, most of them explicitly designed as blockbusters. Section VI deals with visitors' amenities which differ little between the private Beyeler museum and public museums. The last section offers general conclusions for museum policy.
II. THE ECONOMICS OF MUSEUMS
The present analysis is set within the confines of cultural economics, i.e. applies economic thinking to the arts.
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This approach to art is not restricted to financial aspects, such as subsidies and cost, but uses the economic model of human behavior (see Becker, 1976; Stigler, 1984; Hirshleifer, 1985; Frey, 1999) to enlighten the social aspects of art. People are assumed to behave rationally, in the sense that they react systematically to changes or differences in constraints connected to particular institutions.
As will become obvious, the present analysis of the economics of the arts differs greatly from the view taken by other social sciences, be it the sociology or psychology of art or art law. It is also fundamentally different from the art historians' perspective, which dominates the museum world: by far the largest percentage of "museologists" employed have had academic training in the history of art. Indeed, most art historians are not even aware that an economics of the arts exist, and when confronted with economic problems connected with the arts (of which there are plenty), they deal with them in a non-professional way.
This article focuses exclusively on the supply of museum services. The main actors in a museum determining the museum services are the directorate and their professional staff. For the sake of simplicity, the discussion is restricted to the directorate. The directorate is concerned primarily with their own well-being (economically speaking, they are maximizing their utility function). The directors' utility depends on their own income and the prestige they get within their reference group, which consists mainly of art lovers and the international museum community. A second source of amenity is derived from the agreeable working conditions and job security. In order to explain the behavior of the museum directorate, the constraints they face must be taken into consideration.
The finances available are the most important constraint on the museum's directorate. Other constraints, such as the amount of space or legal and administrative burdens from the bureaucracy or labor unions can weigh heavily but, most importantly, museum spending is limited by the available budget. However, the sources of income differ widely from one museum to another. While some depend mostly on public grants, others rely exclusively on private money (donations and sponsorship, or income from entrance fees, shops and restaurants).
7
From a politico-economic point of view, the institutional setup and the nature of funding of the museums has a dramatic influence on the behavior of the directorate. Most of the literature focuses on the extreme cases of a totally private and a totally public museum. The incentives for the museum directorate to behave in a certain way are completely different, depending on this institutional framework (see Frey and Pommerehne, 1989; Rosett, 1991) .
Directors of public museums rely exclusively on public grants. In practice, they not only receive sufficient funds to cover the expenses allotted to them in the budget, but have a deficit guarantee, at least to a certain extent. This institutional setting provides little incentive to generate additional income and to keep costs at a minimum. The directorate will not allocate energy and resources generating additional income, because any additional money goes back into the public treasury. If they were to make a surplus, the public grants would be decreased, which acts like an implicit tax of 100 percent on profits. The museum's management tends to move away from a commercial to a non-commercial framework in order to relieve the directorate of the pressure of having to cover costs with additional income. When the directorate is no longer forced to cover costs by its own efforts, it can legitimize its activities by referring to intrinsic 'artistic', 'scientific', or ' historical' values. This application of non-commercial standards helps the museum directors to achieve their goal of prestige, performance excellence and pleasant working conditions. From this institutional point of view, one would expect: (a)
Public museums to distance themselves completely from the art market when managing their art collection (Frey, 1994 , Montias, 1973 . The directorate has no incentive to sell their paintings because firstly, they cannot use the income generated and secondly, activities are then The above discussion shows that private or public ownership of a museum has a considerable impact. The institutional form is closely connected with the structure of financing the museum, which influences the incentives of the museum directorate to behave in a certain manner.
However, most of the museums have to be placed somewhere in the middle of the continuum between totally private and totally public museums. In the following sections, the theoretical insights from cultural economics are applied to a museum which is not exclusively private, but depends to a certain extent on public subsidies. It will therefore be interesting to test whether the prediction about the behavior of the museum directorate holds for the Beyeler Museum.
III. A HAPPY MARRIAGE WITH THE STATE?
Ernst additional income can be appropriated by the museum and it must bear any deficits. In the special case of the Beyeler museum, the deficits incurred by the museum are paid by the founder Ernst Beyeler himself. According to Beyeler, it amounts to more than one million
Swiss francs per year (Mack, 2000: 58) . He therefore has a strong incentive to avoid a deficit and to be innovative by attracting a large number of visitors. After the founder's death, no other individual will be 'liable' for potential losses, which weakens the incentive to be financially successful. But under the present conditions, one would expect that the museum would actively use the market to ensure its survival and to expand. In particular, the collection should be traded on the art market, the museum should engage in special exhibitions, and should offer more amenities to its visitors than public museums. These aspects will be discussed in chapters IV, V and VI.
The private-public arrangement seems to be advantageous both for the museum's founder and the state. Beyeler benefits by being able to establish a museum intimately connected with his (and his wife's) name. Moreover, he has full decision power within the terms mentioned above.
The The museum opened on October 18, 1997. This explains the low attendance of that particular year. If the exhibition of wrapped trees by Christo and Jeanne-Claude, which was staged in the park of the museum and could be attended free of charge, is taken into account, 608'000 people visited the museum in 1998. But what has been demonstrated is that with, little public money, the Beyeler museum has been able to attract a large number of visitors to high quality art exhibitions.
IV. COLLECTION POLICY WITHOUT MARKET
It is to be expected that a private museum relies on the market for handling its collection, i.e. never, exhibited and use the proceeds to buy other works, or to finance some other activity. In contrast to other museums (see White, 1996) , the Beyeler has no legal restrictions with respect to de-accessioning, 10 and no third party donor restricts the reselling of paintings, which for many museums is a serious problem if they want to actively manage their collection (e.g.
O'Hagan, 1998). However, various other reasons may account for not engaging in the market:
-The founder and president, who absolutely dominates the museum's decisions, has an interest in keeping the activities of the museum clearly separate from any commercial activities at his gallery, which he is still maintaining.
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Mixing the activities together would at least partly destroy his reputation as a patron of the arts and therefore reduce his utility.
-As is the case for all museums, it is disadvantageous for the museum's directorate to engage in such monetary transactions, because it would facilitate outside intervention in particular 10 This statement must be somewhat qualified. The contract (article 3) with the state, granting the museum fixed subsidies for a period of ten years, contains a clause prohibiting the sale of any part of the collection during the period of the subsidy. However, if Beyeler had really wanted, he could probably have influenced these terms. 11 According to the New York Times (March 22, 02), Beyeler just received a guaranteed sum of $ 19 million from the auction house Philipps for some of his Impressionists and Classical Moderns not in the Museum collection.
13 on the part of politicians and the media.
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They could, for instance, more easily identify what they consider to be "mistakes" (e.g. when a painting is sold at a certain price and thereafter greatly appreciates in value). Fending off the market thus provides the Museum directorate with more discretion.
(b) Valuation. A museum's balance sheet should include the art works in its possession in order to present worthwhile information. For most museums, the value of their holdings is by far the most valuable asset.
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The Beyeler Museum does not publish the value of their collection as its main asset.
14 This corresponds to the practice of all museums. This practice leads to biased allocations, as the respective costs are not fully incorporated in the calculus (e.g. Grampp, 1989) . Museums tend to undervalue potential losses and overvalue benefits. As a consequence, they become too large.
The reasons for not monetarizing the holdings are the same as those for not exchanging art works for money. Nonetheless, the Beyeler Museum is very strict in its policy of only lending in exchange for works of art received from other museums. This corresponds to the general practice of all museums (Caves, 2000: 345-347).
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The reasons for refraining from pricing are quite straightforward. The knowledge and relationship capital accumulated over many years by both
Beyeler himself, as well as his curators, would lose much of its value. In order to mount a special exhibition, it would no longer be necessary to have extensive personal contacts; it would suffice to have an idea for an exhibition which could be marketed well. The market for art
exhibitions would be open to any entrepreneur. Without pricing for lending works of art, the market for exhibitions is restricted to museums with a collection of their own from which they can offer works in exchange. It could, however, be argued that such market restrictions are a public good and that one particular actor would benefit from not keeping to the rule of only bartering art works. But the "museum and exhibition world" is made up of a rather small number of people who essentially all know each other. Anyone breaking the rule would be punished by the members of this "cartel".
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He or she would lose prestige and recognition. As the other persons involved form a crucial reference group, few, if any, museum actors have an incentive to break the rules.
The observation that the private Beyeler Museum distances itself from the art market when managing its collection is surprising in the light of a pure institutional approach to museum behavior. The Beyeler Museum, as a private museum, does not differ from pure public museums in that respect. However, it is possible to explain the behavior of Beyeler by taking into account that the director's utility depends on his reputation as a patron of the arts and that he built up a large network, which would be useless if one would trade paintings for financial 15 compensation. He could even be punished by other museum directors for violating the rules of the 'museum world'. Above all, the Beyeler Museum is not entirely private, but depends on public grants, as will be discussed in the following section.
To summarize, the case of the Beyeler museum shows that even private museums are restricted in various ways of relying on the market for running their museum. The too trivial view that private museums act totally differently from public ones does not hold. In discussing the behavior of private or public museums, one has to focus more on the museums which are neither totally private nor totally public, and where predictions about their behavior are much more complex. The Beyeler museum abstains from the market, although mostly privately founded.
V. THE SELF-DYNAMICS OF SPECIAL EXHIBITIONS
The 17 Punishment is a second order public good (Elster, 1999: 41) . It is well established that people are willing to provide it under many conditions. See Fehr and Gächter (2000) for experimental evidence, and Osterloh, Rota and von Wartburg (2001) for real life evidence (contributions to an open source system). 18 It is always possible to establish some kind of relationship between the 170 paintings and other art works in the collection and the topic of some special exhibition. What is argued here is that the artistic importance of the collection is quite independent of the special exhibitions mounted.
were, or will be, major exhibitions of paintings by Anselm Kiefer, Claude Monet and Ellsworth
Kelly. The organization of these special exhibitions has become a substantial part of the activity of the Museum staff; it binds a lot of energy, attention and material resources. The special exhibitions are financially attractive in the sense that they generate considerable additional revenue from the entrance fees. It is less clear whether the Museum makes a net profit. It is known in general that special exhibitions not only require much in the way of additional human and material resources, but are also costly in terms of transport and insurance. The Museum directorate does not disclose any figures in this respect, so that the observer is forced to speculate on the basis of evidence from elsewhere. The reason for not disclosing the financial aspects of these important Museum activities can be taken to lie in an effort on the part of the directorate to shield themselves from possible criticism from outside.
The Beyeler Museum seems to have been caught in a self-propelling process which continually drives itself. The wrapped trees exhibition mounted by Christo and Jeanne-Claude was a huge success in terms of media attention and numbers of visitors (in that year, 1998, 608'000 persons visited the museum and the park). The Museum directorate foresaw that the number of visitors (to which they attribute much attention 19 ) would markedly fall if there were no further special exhibitions. The Museum to some extent fell prey to their own success and the resulting expectations. Moreover, special exhibitions are in the interests of the museum staff, as they allow them to gain prominence in their reference group 20 . Each major new special exhibition is an event closely watched and evaluated by the museum community. In contrast, once a permanent collection has been established, it does not gain any new or additional attention. The same applies, but even more, to the media, which play an increasingly important role for the museum world. As a result, the Christo/Jeanne-Claude show was followed by further special 17 events. Once started, it is difficult, if not impossible, to stop the process. While the expectations created by the media certainly play a role, a practical reason is that the whole artistic and commercial administration has been geared to the high level of activity accompanying the special exhibitions. It is easier to pursue the path already taken than to get rid of excess capacity. The process thus leads to an increase in staff, which is difficult to reduce afterwards, so further and even more successful exhibitions are needed.
It could be argued that Ernst Beyeler could have stopped the trend to rely more and more on special exhibitions. Without a doubt, he has the power to do so. The reason why he chose to tolerate, or even support, such additional activity probably is due to the fact that he enjoys the prominence going with each new exhibition. As a most successful art dealer, his behavior is not solely intrinsically motivated, but also responds to such external factors as gaining attention in the art world and high media recognition (though he would probably deny any such motivation if asked).
The result is a museum designed to host a high quality collection but with a strong, and perhaps even increasing, emphasis on special exhibitions. It could be argued that while the initial collection is really unique, the special exhibitions are not necessarily so. Indeed, mounting special exhibitions has become a feature of almost all museums, including public ones. 
VI. VISITORS' AMENITIES
From an institutional perspective, the predictions about revenue generating activities are straightforward: private museums should generate more additional revenue than public museums, because they can fully retain the additional revenue. In contrast, public museums either have to hand the additional income over to the general public treasury, or at least risk having their future subsidies reduced if not completely cut. In this respect, the Beyeler Museum differs little from public museums; it does not show much in the way of innovative activities to generate revenues. Nevertheless, some institutional differences are visible.
A profit-oriented private museum seeks to maximize revenue by differentiating entrance fees according to presumed or estimated price elasticity of demand. This has to some extent been done by the Beyeler Museum. With respect to time, the entrance fee is lower in the evening hours (6 to 8 p.m.) and higher at weekends. Seniors citizens, children and students pay less, and entrance is free for the members of the Beyeler Museum's "ArtClub". No higher entry fees are charged for special exhibitions; tickets can be ordered online, paid by credit card, but only allow entry at specified times. While such price differentiation goes a step further than in many public museums, it is not unique. The same holds for outsourcing various activities, such as the ticket office, entry control, the Museum shop, cleaning and the restaurant. The same activities have also been outsourced in some public museums, provided they have a certain amount of independence. The reason outsourcing is less prevalent in public museums lies partly in the fact that institutions differ but also in the fact that newly established museums (which are often private) have more possibilities engaging in such new ways of running a museum. The Beyeler museum is able to outsource even the conservation and restoration of the paintings to the public Kunstmuseum of Basle at a 'reasonable price' (article 7 in the contract between the Museum and the canton of Basle).
But Beyeler is engaging in certain activities, which public museums do not provide to the same extent. The restaurant is of high quality (one Michelin star). Therefore, the outsourced restaurant and the museum mutually benefit from each other. The Beyeler museum is also organizing cultural journeys to various destinations in Europe in connection with the national Swiss carrier. In 2002, they offer trips to Vienna, Copenhagen and Moscow. This collaboration allows the museum to offer an additional good, which is not directly connected to the core task of the museum.
VII. WHAT CAN BE LEARNT?
On the basis of the economic analysis of the arts, this paper studies one particular museum, the highly successful Beyeler Museum located in Riehen near Basle, founded in 1997 and housed in a building designed by the famous architect, Renzo Piano, to exhibit a first rate collection of paintings.
The analysis undertaken in this paper allows us to draw seven conclusions of interest to all art museums (and beyond).
(1) An essentially private museum, like the one "belonging" to Beyeler, is -as expectedable to undertake more market oriented policies than public museums. This is shown, in particular, with respect to the amenities provided for the visitors, such as more flexible opening hours and an excellent restaurant. However, public museums have been able to "imitate" at least some of these more market oriented policies, and sometimes the major reason why they are unable to go any further lies in the buildings they are attached to.
Thus, the differences in policy may more aptly reflect the founding date than the differences in the institutional setting.
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(2) Many, if not most, newly founded museums intimately combine their collection with appropriate architecture. The Beyeler Museum followed this trend, thereby strongly enhancing its attraction to a more general public, in particular tourists, who otherwise rarely visit art museums.
(3) Considering that the Beyeler Museum is privately run (there is virtually no public intervention in its policy), one could expect that it would also behave in a market oriented way with respect to its collection policy. This is, however, not the case at all. The collection policy does not differ from what has been undertaken in the past and by purely public museums: there is no de-accessioning; the collection is not valued in monetary terms; and any borrowing and lending take place by exchange, not by offering financial compensation. It must be concluded that such a museum policy is little related to the institutional difference between private and public museums. Rather, it is specific to running (art) museums. We have identified the reputation of the museum management, and the associated accumulated human capital, as the major reason why the collection policy is not based on market principles.
(4) Ernst Beyeler founded his museum to house a well-defined, first rate collection of paintings (and some sculptures). Piano's building has been explicitly designed for that purpose. But the activities of the Beyeler Museum today are oriented in quite a different direction. Much time, effort and attention is consumed by the continuous special exhibitions mounted. They are designed to be "blockbusters" in the sense that the number of visitors plays a major role. This is perfectly in line with the institution of a private museum, which is able to retain all revenues (while many public museums must contribute all, or at least a substantial part, of the revenue to the general government finances). Such behavior focussing on the number of visitors, constitutes a self-propelling process which is difficult, or impossible, to stop. In particular, the Beyeler Museum has 21 fallen prey to the huge number of visitors coming to the opening exhibition by Christo and Jeanne-Claude. Both the museum founder, as well as the curators and the rest of the museum staff, have a strong interest in keeping up the number of visitors. It provides recognition in the "museum world" and attracts continuous media attention. Once this process has started, a noticeable reduction in the number of visitors would be perceived to be close to failure and tending to reduce prestige.
(5) It is unclear whether the special exhibitions contribute to net profits, because the financial accounts of the Museum are not revealed. If they are profitable, they contribute to the Museum's sustainability (at least as long as other museums are less successful in such a policy). But if they are not profitable, they may endanger the future of the Museum as it is designed at present. At the present time, the founder is said to invest more than 1 million Swiss Francs (close to 700,000 Euros) each year. When this additional source of support ends, the most likely development will be that the government (the Commune of Riehen and the Canton Basle-Stadt) will have to substantially increase its subsidy. But this will certainly involve more public intervention, including ongoing museum policy.
(6) The Beyeler Museum demonstrates that intermediate forms of governance between private and public may work extremely well. Both the public and the founder may derive substantial benefits. A small amount of public money has produced a very large effect both in terms of further establishing Basle as a canton of art and attracting large numbers of tourists. But, as argued above, this "happy marriage" may not be sustainable in the long run.
(7) The whole endeavor has been sanctioned by a popular referendum. This is another instance where the voters as a whole have supported new artistic projects. It goes against the still widely held notion that only the cultural and political "élite" are able to decide on art.
